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Some Fundamental Factors in the American
Rubber Industry

By B. G. Holq, Asalatant Chdel; Léather and Bubber Divislon

VALUATTON of the position of any indusiry
pruEurly involves consideration of ita row mate-
rials. i5 12 especially true of the domestic rubber
industry. ¥rom the discovery of wuleanmizntion in
1839 by Charlea Goodyear, nnfdl 1910, rubber from
wild trees nnd vines ﬁrowmg in_the jungle angpl;ad
the needs of the world. The price ot rubber urmg
the earlier part of this period wos in the neighborhoa
of 26 cants o pound, and for the entire pericd tbe
trend of prices for rubber end rubber producis was
irrepulerly upward. During the first dll;cadﬁ of the
twentieth century the price of rubber nveraged weil
over a dollar a pound and did noé fall below 50 cents
& pound nntil 1919, The rubber manufacturing indus-
try was established on the baeis of high-priced raw
materisd, and this fact, taleen in connention with the
fluctuntion in ¢rude rubber pricea since 1919, is pi-
manly responsible for the current finencinl position
of the industry.

The Crude Rubbsr Baclground

Flantation jubbet, which first appasred in 18600
beoame of sufficiant importonce to check the orgy of
rubber epeeulstion in 1014 when the price tempororily
exceaded $3 & pound, and wos responsible for the subse.
yuent: graduol decline in prices until 1820, Real over-
yproduction was then experionced for the frat tima,
and combined with the post-war trade slnmg bmnﬁE:-
the price of rubber to 11% cenés in July 2921,
situation led to the Steveneon restriction schems, by
which exports of rubber from British Malays and
Ceylon were controlled from 1022 to 1928, The
operation of the scheme resuléed in a wave of specu-
lation which in 1526 forced the price temporadily to
$1.20 o pound. Americsn mpanfacturers formed a
buying pool to protact themselves ngainsé euch wids
price fluciuntions, and during the year and o half
ended Dacembar 1927, the price of rubber wae reln-
tively stabilized betwaen 35 and 45 centa. This brief
intervol was the ounly period of resl prosperity in the
manufacturing industry since 1910. With the and of
the Stevenson sctheme in 1028, rubber prices declined
50 percent and the subsequent ingrease of ufll‘ﬂﬂl_mﬁﬂn,
together with the world depression, resulted n the
Tecord low price of 2% centz a pound is June-July
1032, Since then an intermational rubber regulation
fgroomoent hes been negotinted and made eifactive
and under its influence, togsther with world indqsuiai
recovery abd develunsion of the deller, the of
rubber risen to the recent level of aro 11-13
cents & pound in Mew York.

Sumery Data oo Rubber Manwfazturing Industry

The number of eatablishmenta in the industry us a
whole, reported in the biennial consus of manufactures,
declinad 530 in 1925 to 408 in 1033. The prowth
in size of estoblishments shkown jn table 1 under ton-
nage ovnsumption of erude and reclsimed -rubber is
indientive to & small degres of the axtent to which

concentration has actually oceurred, mora porticularly

in the larger items of production. concentration
in the tire industry has been promounced during the
poat-war period. 1921, ¢t wars 178 ta

ang ineipelly in tire moovincturing, whereas
in fg‘la?fl LE?Lumbar wae 44 and in awuﬂf inetances
ona company controlled two or more plants.

The lnst cohumas of table I show that whereas
the overnge consumption of rubber and reclnimed
rubber waa fairly well mainteined in 1931 nnd 1933
éhe coat of ail mntarin.’leh;sad&ﬁd the value of finished

oo, a ; & wage SETOATE
Ear mmbﬁahmant%uﬁ very shnrp%y in 1931 but
recovered in 1933, Considering the very low rate of
operations in the first 4 months of 1988, and the shorter
houra adopied in meny rubber factories, it is not
surprising that average wages per employes declined.

Tablh }—3ummecy MW Roboor Manulscturing
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Profitless Qpeeaton of Rukber Manufacturiog Todwsiry

Acecording to the incoma tax reporis, the yubber
manufacturmg industry aa a whaole B 16l income
{after tazes) smounting to anly $25,107,000, or 0.14%
perceitt, on & grozs income of $16,918,535,000 during
thie 15 years 1918-32, inclusive. Lossea on rubber glnna
Buctuatione were an Important fector sinse theae

tanded o offsat such profits s aross from the constently
mounting veluine of businass,
Not sll divisions of the indueiry were equelly uf-

fected by the adverse conditions prevailing during thia
period, aud the general sitoation in sny division of the
industry did not necessarily apply to each individual
company. Tabls 2, baged on income-tax returns, shows
that the bive division mede far less profit 1o 1987-28
than the much smaller remainder of the induatry,
and that it suffered & grester percentsge (¢.65 parcent
deficié) loss in 1930-32 than cther divisions (4,15 per-
cent deficit). The table also indicatss the severs
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decline i the dollsr volume of business in the latter
3-year period as compared with the former,

Table 3—Fiofby of Rubler Corporations, 19273
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The classification of 4 corporation as a *“fire corpo-

bion” 1 that amae'g;‘itfnfita businass
was in tires. In the lest decade tire norporstions
have branohad out into otber producta more and mora,

articularly in lines lending themasslvea to mnss-
ﬁnﬂtinn methods. The extrems low prices of rubber
have alzo led to its vtilization to0 an incressing degree
by corporatione noft classified in she rubber mdustcy,
and conssquently it has become difficult to deter-
mins totel annual rubber congumption data for re-
cont years.

Tazas Paid hy the Induetry

. The unprofitablanesa of the rubber industry has mads
it meeger souree of incoma tax revenya to the Fadarnl
Govarnment, the neerage yenrly intome tax paid being
$6,304,000 in: 1927-29 and £$080,000 snouolly in 1930—
32. In July 1932, 2 menufectuter's excise tax bacams
applicable io sales of tires and inner tubes, yielding
37,545,071 in tuhe‘]aab half of 1932, $23,235,019 m 1933,
wnd $24,704,078 in 1824 ; this tax amounis on the aver-
age 0 nearly 50 centa a tire and 10 cents an inner tube
and in 1933 was equivalent to an ad walorem rote of
9.33 percent on the totel value of production. The
income-tax reports show that in the yeamrs 1927 io
1830, ihelusive, local taxes (not including Federal in-
tcomé tax) paici by the rubber corporations averaged
$8,500,000 annually with little variation.

Bonded Debt, Depreciation, and Inventory

The bonded indebiedness for rabber coxporations as
a whela amounted to 15.7 percent of their gross sales
in 1926, 25.3 percent in 1930, and 86.2 percent in 1932,
aceording to the mcome-tax reports. Capital sssets
of the indusiry wers reported at $551,000,000 in 1928,
$491,000,000 in 1934, and $421.000,000 in 1932, depra.
oinﬁhntbnt;n% ch,a.rgem d off at n.drat.e rangi Eﬂﬂhvean 5,19

. oot and averaging parcent
annmally, from 1924 to 1932, inclusive,

The inventery figure d for the induatry has
shrunk each year since 1926, when it was $341 000,000,
being reported at $132,000,000 for 1932, although the
tonnage of rubber held incremasd Leavily each year
from 1928 to 1932, In the sams ﬁﬁﬁud’ total assats
likewise show & continuous daclina from $1.561,000,000
for 1027 to #1,214,000,000 for 1932,
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REacently Improved Flnancial Resalts

Despite these conditicns, snd with interest paymente
oh bonded indshtadnesa snd on notez and sccounts
fmhla aversging above §25,000,00¢ annually from

822 to 1630, inclusive, not sll the corporetiony were
operated at a lose, end cesh dividends were paid out
enth year, but in ing amounta; the av for
192729 wus 344,000,000, and for 1930-22 wea $30,-
000,000 {344 006,000 ix 1930, $27,000,000 i 1231, and
$19,000,000 in 1432).

From & special analysis of income-tax reports it
sppears thot 28 rubbar sorporations aceownted for 70
percent of the hediness of the industry from 1919 to
1928, and thai on the average they reported better

operating resulia than their smailer competitors,
The year 1932 shows the sibuation in the industry st
its worst; for 1933, preliminory official ris indicabe

that the industry earned a smell neé income (after
taxes) for the first time in ¢ years, and 1934 financial
reports of leading corporations indicate that some
furiber improvement was made last year. This is in
part due to inventery apprecistion: end in pert to
improved volume of business, partionlarly in original
eripment tire salos.

Need for Stability in Price of Rubber

The cry of the industry in 1910 was for stability in
of rubber. During the life of the Stevenson
resiriction schems, tire menufacturere not only urged
continuously their need for suffisiently sinbilized ma-
terial prices to enabla them to devote themselves 4o
problems of mannfactars and distribution, but even
went to the extent of providing for such stability (while
tha scheme continued effective) through a robber
buying pool. Becawss the United States rubber
requirements are wholly imported, international ex-
change rates have an important price influsnca, Ba-
canse tha commodity is historicslly subject to wide
yrice fluctuations, it is followed closely by speculative
mntevasts, Thess factors militate against desirad
price stobility, Neverthelnss, the plantation rubber
ind seems b0 be groping to orderly distribu-
tien prining of itz commodity, snd it is aot vnlikely
that, having passed youthful boom siages and sub-
sequent dopressioms, the nubural trend toward belance
may aid tham to attain a more uniform price thon has
characterized recens rubber history.

Alternntive Sources of Eaw Materlal

The dependenca of the industry on foreign sources
of rubber, the fast that huge quontities 351 worn-out:
rubher prodoeis accumulate here where half of the
world produetion of rubber goes into conswemption, and
the H‘ruhbar rices preveiling until recent years,
resnlted in the development of whot has becoms a
most important adjunet to the rubber mannfecéuring
industry. ied rubber made by the acid proosss
waa first produced, in thia sountry about 1871, snd the
slkali process of racovery was mvanted enrf:,? in the
presentcentury, Tt is seid that in 1910 new rubber
whs very sparingly used except ia tire treads, and that
on the sverage two times ns muoch reclaim as crude
Tubber was consumed in the rubberindustry as a whots.
The industry suffered & severe blow in fhe
1921 depressior, but during the Stavenson vestriction
scheme use of reclaim was again popularized, and its
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true intrinsiec value &2 o compounding ingredient be-
came gen recognized. The use of over 20
cent as el reclsim os erude during 1932, when the
average price of rubber was 3} cents, furnished con.
vincing evidence of the resl place reclaimed rubber hod
won for ifself, snd during the latter part of 1933 and
during 1934 the percentaga use of reclaim increased
gredually but sieadily., I is possible thei the new
rubbar restriction agreement may t in an inereas-
ing foreign demand for reclaimed rubber produced in
this countey,

Tochnalagic Achisvatnensy Searcely Parableled

The record of achievement in the technological de-
volopmenta of the rubber monufacture iz perhaps not
exceeded in any other major industyy, Fabries proofed
withh rubber, and rubber foobwear, were among Ghe
enrly products; beliing, bose, and other types of
mBCi:ﬂﬂiﬁnl rubber gogﬁs developed somewhat lzter,
The pnouwmetic tira indusiry gained headway duri
the nineties and the automobile tire industry, whic
taday aecounts for the bullt of rubber consumption,
reached maturity only about 10 ysars apo. Ifnbric
clinchar fires with an averape life of D.85 year were
succeeded in 1920 by sirnight side high pressure cords
which Jasted 1.5 years; these cords woere succeaded in
1925 by the first balloon tires with an average life of
2,25 wears; these in turn ore now being repluced by
low pressure tires with an sverage lfe already np-
proaching 3 yonrs. Tha desire of consumers for
trouble-free {ires and the competition between manu-
facturers for o volume of business that would keep
their plants as near eapacity ontput ae possible, com-
bined to moke quality {next o skillful rubber trading}
the keynote of success in the indusiry. The tires of

today avernge around 18,000 miles in service, at lasst
six times the milenge randered by the avernes tire
before 1620,

In view of the decline in rubbsr prices, ons would
expect the price of tires to hava declined considerob:
inrocent years. Do this connegtion, however, it shoul
be borne in mind that the other prineipsl matertals
ueed in rubber manufgeture—coiton, salphur, carbon
black, zine oxide, reclaimed rubber, and other com-
goundin.g ingredients and plastici sgonte—have

eclized in price much less than has rueber.  Further,
sinee the price dats are computsd in tarme of the
averaga tire, ome must allow for the fact that the
sverage tire of today weighs mora than it did 15 years
ago; on incrensing number of largs sizes of tires for
trucks and busees, for example, bave bean produced
during the past 10 years,

Tire Price Reductiona Since 1919

Anelysiz of the dnta of the Bureau of the Census
shows thet lobor costs, snd “oveshend and other
copts”, in the tire industry have declined much the
game as material costa; practical finance seems 4o
have operated to maintein a fixed ratic in respect to
ﬂgﬁﬁal, ‘lnl;]r::, ‘rmd,lnthar nu:ﬁs. Tha_su{:f:lss of ﬁtﬂ:

ustry in kae chor costs approximatsly in

with Iga wrypallﬁrply Ppriﬂa aftgnmria]s
certoinly indicates ouistanding fpm%liaaa in manu-
facturing techniqua. Analysis of table 3, however,
will show that in 1983 woges in the tire industry re-
presentad 12.3 pereant of the total value of production,
£ compered with only 13 percent in 1025, and 15.9
percent in 1319.
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The improved wod benvier tires of 1933 were sold
at 27 percent of the prices at which the less durable
product of 1019 were marketed. A sixfold increase
1o mmile aooompsnied by a qua.rterh:ﬁ of the selling
price, w ilo the material content of the mverngedire
yuuhiad, is the siriking wccompiishment of the tire
industry over the past 15 years.

Tire Distritution GClange: Rapid

In ths field of merkeiing, the tire division of the in-
dustry hes utilized svery channel of distribution. In
1920, retail sales were mads slmoat wholly thirongh so-
called independent tire dealers snd desler-jebbera.
Mail order housts, sutomotive eupply chnin stores
stores operated by tire menuftcéuring companies, an
oil company filling station chains have one after another
triren n share of the bikiness awny from the independ-
ent desler or froin oha anotker, and A respeciable
volume formerly handled by the dealars now reaches
the eonsymer in the form of spara tires on new nutn-
mobiles and through divect shipments from factory {o
large accounts. e there are today fully 180,000
retgil outlats for tirea in the United States, some
15,000 of the larger sutlats probably aceount for abaut
two-thirde of the total renewn! sules,

In recent yasrs thers has hesn compluint from emoll

+ distributers ﬁ'ainst discount and net pries practices of

rubber manufacturers on sales to large distribuiors.
Just o5 1ok of stability in row material prices has been
detrimentsl t¢ the rubber mamufacturing indusicy,
so hes lack of uniformisy in wholesale tire prices to
distributora been 2 dlstm%mg fastor in the field of dia- - -
tbwdon. .

This situatien in distribution 12 not peouliar to the
rubber trade—the mass distribuior bos simmilor pur-
chasing advantages in most lines—bus in the case of
tivos, gales being predicated on d?so@;mmon of an auvto-
mobila by the consumer, the distributor selling i a
low price usuelly dominzies more territory , lor
example, in the case of footwesr or clothing, where the
averags consumer is more limited in his buying rodne.
Further, stnodsrdizotion of tire sizes mekes products
of diffsrant companiea frecly interchongeabla in use;
tires ere bought for utility rather than for appaarnncs;
conguinars lack any meams of determining relative
quality except through experience in service; ond the
prodocts of tha principel manufaosturers grs. in pablie
neooptancs, of more or less equivalent quality. For
thesa rensons, tire distcibution has perbaps been aflacted
by wholesala price conditions more than most other
commodities, Retsil prics liste have often_been
mersly 4 besis for discounts and allowances. Under
tha tire cods, niternpis were mnda A6 ratail prics main-
tenance, but these were finally abandoned.



